HOW THREE-FACTOR APPORTIONMENT PENALIZES IN-STATE
INVESTMENT

Criteria for a “Good” Tax’
An essential first step in evaluating the pros and cons of any proposed change in

tax policy is to clearly identify the government’s objectives with respect to taxation.

Although different groups may suggest different criteria, there is general agreement

regarding the following core criteria for what makes a good tax.

« Raising revenues: The purpose of taxation is to raise revenues to provide
public services, the level of which is determined by elected officials. A good

tax should provide adequate revenues to cover budgeted outlays.

+  Economic growth: A good tax does not impede economic growth by

distorting the incentives of taxpayers to work hard, save and invest. In a free-

market economy, consurners and businesses are assumed to be the best judges
of what goods and services should be produced, and how resources.should be
allocated. Taxes can interfere with this natural efficiency since taxing an
actjvity will tend to reduce the level of that activity. Therefore, a good tax
neither favors nor disfavers particular types of economic activity, but instead

allows free market forces to shape the decisions of consumers and businesses.

«  Simplicity: A good tax is easy for taxpayers to understand and compute. A
bad fax is complex and administratively costly, causing taxpayers to expend

undue amounts of time and money to compute and pay their taxes, and

making it burdensome for state authorities to administer the tax.

. Fairness: A good tax distributes the total tax burden among taxpayers in an
equitable manner. Unfortunately, the concept of tax equity is difficult to
define or measure, and ultimately involves ethical issues and value
judgements. Nevertheless, tax reforms always invoke discussions of equity
and fairness, and the accompanying debate is often an emotional one for

lawmakers and taxpayers alike.

.



Disincentives Created by Property and Payroll Factors

Wisconsin's economic future depends on the degree to.which businesses.are

encouraged to locate, expand or retain their operations in Wisconsin. Businesses consider
a numnber of factors when deciding where to locate their operations, including the quality
and cost of labor, proximity to markets, transportation costs, the cost of utilities, and the
quality of local schools and other public services. To a great extent, this is a cost-
minimization decision, and therefore differential tax burdens can play a significant role in
determining where a business chooses to locate or expand. Economists have done
extensive research on this issue, and have found that corporate income taxes and other tax
factors can have a significant effect on a region’s economic development.4 The impact of
differential tax burdens can be particularly strong when a business is choosing between
alternative sites within the same regional area (e.g,, the economic corridor that lies along
Interstate 94 between Chicago and Milwaukee), since non-tax factors such as labor costs
may be quite similar within that region.

A three-factor apportionment formula attempts to measure the contribution of a
corporation’s capital (property), labor (payroll) and market (sales) in generating its
business profits, and apportions that contribution to the state in which the underlying
property, payroll or sales are located. Unfortunately, by apportioning income (o a state in
direct proportion to the amount of property and payroll located in the state, the three-
factor formula imposes a tax penalty on businesses that choose to add jobs or expand
their facilities within that state. In effect, including property and payroll in an

apportionment formula transforms a state corporate income tax into a direct tax on the

amount of property and payroll located within the state.5

4 For reviews of this research, see Phillips and Goss, “The Effect of State and Local Taxes on
Economic Development: A Meta-Analysis,” Southern Economic Journal, October 1995:
Bartik, “The Effects of State and Local Taxes on Economic Development: A Review of
Recent Research,” Economic Development Quarterly, February 1992; and Wasylenko,
“Taxation and Economic Development: The State of the Economic Literature,” New
England Economic Review, March-April 1997, ‘

5 Gordon and Wilson, “An Examination of Multijurisdictional Corporate Income Taxation
Under Formula Apportionment,” Econometrica, November 1986,



To illustrate, assume a large corporation is interested in locating a major new
manufacturing plant, structured as a separate subsidiary, somewhere along Interstate 94
between Chicago and Milwaukee. This manufacturing company is expected to generate
an annual profit of $10 million and will be subject to taxation in several states, Assume

20 percent of the plant’s output will be sold in Wisconsin. Under current law, the-

subsidiary’s Wisconsin apportionment percentage will be 10 percent if the plant is located
south of the Illinois-Wisconsin border,® but increases to 60 percent if the plant is located
north of the border.? Given Wisconsin’s 7.9 percent corporate tax rate, the 50 percentage
point difference in the Wisconsin apportionment percentage results in an additional
$395,000 per year in Wisconsin corporate income taxes.® In contrast, under a single
factor sales apportionment fommla, the taxpayer’s Wisconsin apportionment percentage
would equal its Wisconsin sales factor of 20 percent regardless of where the plant is

located, in which case there is no tax penalty for locating the plant in Wisconsin as

“opposed to linois.

In sum, Wisconsin’s current three-factor formula creates a disincentive for
businesses that require large investments in tangible property and payroll to locate their
facilities in Wisconsin. The solution to this probicm lies in removing this negative from
the site. 10ca£30n decision by applym g the Wisconsin corporate income tax equally to all
busmesses regardiess of whether they }ocate famhnes in Wzsccmsm Eliminating this

bias will allow business locauon decisions to be based primarily on non-tax factors.
Nationwide Trend Toward Emphasizing the Sales Factor

Historically, most states have used an equally-weighted three-factor

apportionment formula.? In recent decades, however, a significant number of states have

[0% property in WI + 0% payroll in WI + (2)(20% sales in WD] + 4 = 10%.
[100% property in W1+ 100% payroll in WI + (2)(20% sales in Wh)j =4 = 60%.
[Taxable income of $10,000,000] x [S0 percentage point increase in the Wisconsin
apportionment percentage] x [7.9% tax rate] = $395,000. Because state income taxes are
deductible for federal tax purposes, any increase in Wisconsin taxes is partially offset by a
correspending decrease in federal income taxes.

9 Hellerstein and Hellerstein, Stare Taxation, Volume I: Corporate Income and Franchise
Taxes (Warren Gorham and Lamont, 1993), §8.06.




amended their apportionment formulae to place more weight on the sales factor with a

corresponding reduction in the weight placed on the property and payroll factors. State

lawmakers are attracted to such formulae for a couple of reasons. First, as discussed
above, a single factor sales apportionment formula removes a tax disincentive for
business expansion. Locating additional property or payroll in a state that use a sales-
only formula has no effect on the amount of income taxable in that state. Second, a single
factor sales formula shifts a greater portion of the corporate income tax burden from in-
state corporations that have large amounts of property and payroll in the state but with
| sales nationwide to out-of-state corporations that have relatively low proportions of
property and payroll but with substantial sales in the state.

At present, 11 states and the District of Columbia use an equally-weighted three-
factor formula, while 35 states use formulae that place more weight on the sales factor. 10
Wisconsin adopted a double-weighted sales formula in 1973. The following states use

formulae that empbasize the sales factor:
« Single factor sales formula
» Jowa, Nebraska and Téxas currently use a single factor sales formula.

». .. Connecticut enacted legislation in 1998 which allows financial service
compamcs to use a single factor receipts'formuia. In addition, corporations
deriving income from businesses other than the manufacture, sale or use of
tangible property may also use a single factor sales formula. Businesses
deriving income from the manufacture, sale or use of tangible property use

the double-weighted sales formula.

»  Illinois currently uses a double-weighted sales formula, but law changes

enacted in 1998 increase the weight placed on the sales factor to 66.67

10 Boucher and Healy, /1998 Multistate Corporate Tax Guide, Volume I (Panel Publishers,
1998); and Donovan and Nakamura, 1160 T.M., Income Taxes: State Formulary
Apportionment Methods. The 11 states that use an equally-weighted three-factor formula
are Alabama, Alaska, Delaware, Hawaii, Kansas, Montana, North Dakota, Oklahoma,

* Rhode Island, Utah and Vermont. The remaining four states (Nevada, South Dakota,
Washington and Wyoming) do not impose taxes measured by corporate income.
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percent in 1999, 83.33 percent in 2000, and 100 percent (a single factor

sales formula) starting in 2001.

Massachusetts amended its laws in 1996 to allow defense contractors to
elect to use a single factor sales formula. Certain mutual fund service
corporations may also use a saies-oniy formula. The formula used by
manufacturers-was also amended to weight the sales factor 60 percent in
1996, 70 percent in 1997, 80 percent in 1998, 90 percent in 1999, and 100
percent (a single factor sales formula) starting in 2000. Businesses other

than defense contractors and manufacturers use a double-weighted sales

formula.

Mississippi allows retailers, wholesalers and service companies to use a
single factor sales formula. Manufacturers use either an equally-weighted
three-factor formula or a double-weighted sales formula, depending on

whether they sell their products principally at the wholesale or retail level.

Missouri offers businesses the option of using a single factor sales formula

or an equally-weighted three-factor formula.

South Carolina permits companies other than manufacturers or dealers in
tangible personal property to use a single factor sales formula.
Manufacturers or dealers in tangible personal property use a double-

wejghted sales formula.

Double-weighted sales formula

»

Arkansas, Arizona, California, Florida, Georgia, Idaho, Indiana,
Kentucky, Louisiana, Maine, Maryland, New Jersey, New Mexico
(through 1999), New York, North Carolina, Oregon, Pennsylvania,
Tennessee (effective in 1999), Virginia (effective in 2000), West Virginia,
and Wisconsin all use a formula that weights the sales factor 50 percent,

and the property and payroll factors 25 percent each.



+  Other formulae that emphasize the sales factor

»  Colorado allows taxpayers to elect a two-factor formula that weights sales

and property 50 percent each.

»  Michigan used a double-weighted sales formula until 1996, when its
formula was amended to increase the weight on the sales factor to 80
percent in 1997 and 1998, and 90 percent starting in 1999 (propeny and

payroll will then be weighted 5 percent each).

»  Minnesota uses a formula that weights sales 70 percent and property and

payroll 15 percent each.

» New Ham’p_shire uses a formula that weights sales 42.8 percent and

property and payroll 28.6 percent each.

»  Ohio currently uses a double-weighted sales formula. Effective in 1999,
Ohio will use a formula that weights sales 60 percent and property and

payroll 20 percent each.
Preemptive Strikes by Border States

The. 1998 state busmess climate rankings of Site Selection magazmc gave
Wisconsm an overall rankmo of 19th in the nation, whereas Mzchugan was ranked 3rd,
Ilinois 11th, Iowa 17th and Minnesota 18th.1! Tt is worth noting that Wisconsin’s border
states have been particularly aggressive in changing their apportionment formulae to
attract new business and expand economic growth wi.th their borders. As Figure 1
indicates, Lllinois, Iowa, Michigan and Minnesota all weight the sales factor more heavily
than Wisconsin. Therefore, if Wisconsin were to increase the weight it places on the

sales factor, it would merely be catching up with the competition.

IT 1998’5 Business Climate Rankmgs The Playing Field Levels,” Site Selection,
October/November 1998. The rankings are determined by the number of new and expanded
facilities in a state, as well as a survey of corporate real estate executives,



Figure 1: Weighting of Sales Factor in Apportionment Formula
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Increasing the weight assigned to the sales factor not only makes a state like
Illinois a more attractive place to invest, it also has the effect of “exporting’; the Illinois
state tax burden from Illinois-based businesses to Wisconsin-based businesses. To
illustrate, consider two corporations, Hlinois Corp. and Wisconsin Corp. Each
corporation does business only in Hlinois and Wisconsin, has an annual profit of $10
milljon, and has sales that are split 50-50 between Illinois and Wisconsin. The only
difference between the two corporations is that llinois Corp. has all cf'i.t"s,:pro;‘)erty and
payroll located in Illinois while Wisconsin Corp. has all of its property and payroll
located in Wisconsin. Ilinois and Wisconsin currently both use a double-weighted sales
formula. Therefore, in 1998 Ilinois Corp. apportions 75 percent of its income to
1linois,!2 while Wisconsin Corp. apportions 25 percent of its income to Dllinois.13
Effective in 2001, Illinois will switch to a single factor sales formula. This will cause
Iilinois Corp.’s apportionment percentage to decrease from 75 percent to 50 percent,
while Wisconsin Corp.’s apportionment percentage will increase from 25 percent to 50
percent. As the following table indicates, although Iilinois’s adoption of a sales-only

formula does not affect the total amount of Illinois tax paid by the two corporations,

12 [100% property in IL + 100% payroll in IL + (2)(50% sales in IL)] + 4 =75%



$182,500 of the total Illinois tax burden is exported from the Illinois-based corporation to

the Wisconsin-based corporation.

1998 Hlinois tax 2001 Dlinois tax
(3-factor formula)  (sales-only formula)

[Hlinois Corp. $547,5002 $365,000¢
Wisconsin Corp. $182.5000 $365.000¢
Totals $730.000 '

Chang_e in
Ilinois tax

-$182,500
+$182,500

2 Income of $10 million x 75% apportionment percentage x 7.3% Illinois corporate tax rate
b Income of $10 million x 25% apportionment percentage x 7.3% Illinois corporate tax rate
¢ Income of $10 million x 50% apportionment percentage x 7.3% Illinois corporate tax rate

The only way for Wisconsin to mitigate this shifting of corporate tax burdens and thereby

“level the playing field” is to also adopt a single factor sales apportionment formula.

13 [0% property in IL + 0% payroll in IL + (2)(50% sales in IL)] + 4 = 25%
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BENEFITS OF ADOPTING SINGLE FACTOR SALES APPORTIONMENT

Job Creation and Tax Revenues

Methodology anci SampleSelectmn |

Following earlier research conducted by Goolsbee and Maydew, !4 we compile a
panel data set on the apportionment formulae and corporate tax rates for states from 1978
to 1995. There have been approximately 20 different state apportionment formula
changes over this period and this variation allows us to develop reasonably precise
estimates of their economic effects. Because of the long time period, we are also able to
control for economic factors that independently influence employment.

The data used in our study are as follows. First, the time series on the
apportionment formulae cover all states with a corporate income tax. These data were
gathered from Commerce Clearing House's State Tax Handbook, various state tax codes,
issues of Significant Features of F iscal Federalism (published by the Advisory
Commission on Intergovernmental Relations) and discussions with seiected state
departments of revenue.

Figure 2 shows the number of states that have adopted more than the standard one-
third weaght on sales in their appomonment formulae over this sample, not counting states
with opnonai appomonment formulae. There is a consistent upward trend that begins after
1978 with the Moorman case in which the Supreme Court ruled that Jowa’s use of the

single factor sales apportionment formula was constitutional. 13

14 Goolsbee and Maydew, “Coveting Thy Neighbor's Manufacturing: The Dilemma of State
Income Apportionment,” 1998, NBER working paper No. 6614.

15 Moorman Manufacturing Co. v. Bair, 437 U.S. 267, 1978.
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We match these apportionment formulae with state employment and earnings data
compiled by the Bureau of Economic Analysis. These data include total private
employment and total manufacturing employment by year for each state and are compiled
frorh the ES-202 series of the Bureau of Labor Statistics and reported in the Bureau of
Economic Analysis State Personal Income database. We also include the growth rate of
average state personal income from the same source. For the national economy, we use data
on the unemployment rate and the log of national employment. We allow the coefficient on
the latter to vary by state in an attempt to control for population changes in a way that is not
endogenous. The descriptive statistics for all the data in our sample are listed in Table 1.
Using these data, our basic empirical specification will regress the log of

employment in state j in year t as follows:
In(EMPL,) = a, + f(Tax,) + f,(Tax) +T,'Z, +T,'X , +&,

where TAX}( includes measures of the apportionment induced tax burden on payroll in the

state, Tax, is the weighted average tax burden on payroll for all states in that year, the Z are



annual controls to account for fnacroeconomic: factors that independently influence state

employment (e.g., the national unemployment rate) or year dummies which absorb common

‘macro variation; and the X;iare state-level-controls as well-as-state-specific-time trends. i
The basic approach is to estimate whether, conditional on the state of the economy

and other variables, employment is higher when a state puts less weight on the payroll factor

in its apportionment formula. The results below support the proposition.

Findings

Column (1) of Table 2 presents a basic panel regression for the log of
manufacturing employment in a state on the tax terms, state fixed effects, state time
trends, the state personal income growth rate, the national unemployment rate, and the log

of national employment interacted with the state dummies to account for growth in the

labor force. Following the theory presented above, our tax terms are the state corporate

income tax rate interacted with the payroll weight in the apportionment formula and the
‘weighted average of the same variable for all states in that year (states are weighted by
average manufactﬁring employment over the sample).
In this basic specification, the coefficients are significant and have the predicted
signs. The non-tax variables are unsurprising and the tax variables are statistically
sig vmﬁcant Reducmg the tax burdan on’ payreil inthe state by reducmg the cerporate rate or
the payroil weight in the appomomment formula increases manufacturing employment

significantly. When other states reduce their payroll tax burden it does the opposite. The

magnitude of the’own-tax coefficient indicates that for a state with the mean corporate tax
rate, changing from a one-guarter to zero péyroli weight (i.e., moving from double-
weighted sales to single factor sales apportionment) increases manufacturing employment
by 3.5 percent in the average state.

In column (2) we take federal corporate taxation into account, assuming that all
states’ corporate income taxes are deductible from the federal tax, for simplicity. We do
this by replacing the state tax rate with the state rate times one minus the federal rate. Here
again the evidence supports the view that higher payroll tax burdens within a state reduce

employment and vice versa for the payroll tax burden in other states. The magnitudes are
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also very similar. Moving from one-quarter weighting to zero weighting on payroll

increases manufacturing employment by 2.4 percent for the average state.

While these specifications seem to indicate that the apportionment formula is
important, both specifications impose that the appor{idnment formula and the corporate tax
rate have identical effects. The apparent effect of apportionment changes, however, might
be caused by spurious correlation with some other variable. Firms may respond only to the
corporate rate, for example, and by including only an interaction term this makes the payroll
weight look significant. On the other hand, if the true marginal tax rate facing the firm
différs from the statutory rate, this will tend to reduce the estimated effect of the
apportionrnent formula in the interaction term.

'Célumns {3) and (4), therefore, repeat the specifications of (1) and (2), but break the
income tax induced payroll burden into two components: the payroll weight and the
corporate tax rate. In both Speciﬁcaﬁons, the corporate tax rate does not reduce the
importance of the payroll weight. Indeed, in both cases the coefficient on the tax rate is not
significantly different from zero while the coefficient on the payroll weight is both
significant and the estimated effect is quite large.

Thus there probably is error in the true tax rate facing firms which reduces the
coefﬁment on taxes and by se:paratmg the two components we can isolate the t:ffﬁct of the
formuia dirf:ctiy In all four regrcssmns thc state tax rate has no szgmficant zmpact and the
payroll weight does. Columns (5) and (6) simply verify that excluding state tax rates does
not change the statistical significance of the payroll weight. The magnitude of the effect
does increase, giving an upper-bound estimate of a 9.5 percent long-run increase in
manufacturing employment from switching from double-weighted sales apportionment to

single factor sales apportionment.

Finally, in column (7), we examine the impact on non-manufacturing
employment. We expect the results to be proportionally smaller here than in the
manufacturing sector. The coefficient on the tax rate shows that, indeed, apportionment
changes do have a smaller effect on non-manufacturing but the effect is still statistically
significant. For the average state, changing from one-quarter to zero payroll weight

increases non-manufacturing employment by approximately 1.9 percent,

14



Projected Benefits for Wiscensin

In this section we look in detail at the employment effects on Wisconsin and the .
consequent revenue implications forthe state. Since the specific estimates vary-with the -
empirical specification, we present our most conservative point estimates, which are
those presented in Table 2 column (2). Based on this analysis, we estimate that switching
1o a single factor sales apportionment formula will have a long-run impact of increasing
the number of manufacturing jobs in Wisconsin by about 2.9 percent. At Wisconsin's
base of about 619,000 manufacturing jobs (1995 estimate), this translates into about
18,000 new jobs just in manufacturing. Outside of manufacturing, the same data gives
Wisconsin’s employment at 2,035,000. The results in column (7) suggest that for
Wiscaﬁsin, changing to single factor sales would raise non-manufacturing employment
2.4 percent, or 49,000 new jobs.

In addition to the obvious benefits of greater employment, there are also important
tax revenue impi.ications from the new jobs. Using 1995 Bureau of Economic Analysis
data, we find that the average worker in Wisconsin made $20,700 per year with
manufacturing workers averaging $31,400 and non-manufacturing $17,500. If the jobs
created by the apportionment change are like these average jobs, we estimate that this will
gencrate on the ordcr of $51 mﬂlmn in mdmduai income tax revenue. There is also
lzkeiy to be a posztive dynarmic cffect on other tax revenues such as sales and property tax
but we do not have data on the magnitudes of these effects.

Overall, we find clear evidence that the adoption of single factor sales
apportionment should increase employment, generating additional personal income and
individual income tax revenues for the State of Wisconsin. Any estimate of the corporate
tax revenue losses caused by the adoption of single factor sales apportionment needs to be
balanced against the gains in individual tax revenue from job creation. Failing to

consider this dynamic effect may resultin a significant underestimation of the revenue

aspects of this policy.

15



Tax Simplification

The costs incurred by taxpayers to comply. with-the tax laws represent a significant-
diversion of resources from other, more productive, economic activities. Compliance
costs include the costs of gathering and interpreting the information needed to calculate
the tax, documentation and record-keeping to support such computations, filing retumns,
and resolving disputes with tax authorities. A 1992 survey of large U.S. corporations
found that these taxpayers spent an average of $1.5 million per year to comply with
federal, state and local corporate income taxes. The study also found that, on average, the
costs of complying with state and local taxes comprise 30 percent of total compliance
costs. The complexity of the apportionment formula was identified as an important factor
contributing to t:'he state and local compliance burden. 16 Removing the property and
payroll factors from the Wiscoﬁsi-n apportionment formula would ease the compliance
burden by eliminating the need to compute and maintain records regarding these two
factors. It would also make it easier for state tax authorities to administer the tax laws by
reducing the amount of information state tax authorities must analyze to determine the

appropriate amount of tax.

16 Slemrod and Blumenthal, “The Income Tax Compliance Cost of Big Business,” Public
Finance Quarterly, October 1996.
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CAVEATS AND IMPLEMENTATION ISSUES

Projected Economic Benefits Are Not a Sure Thing

A valid concern regarding any proposed tax reform is that the predicted economzc |
benefits may be overstated. This study predicts that a single factor sales apportionment
formula wiil enhance future job growth in Wisconsin. This prediction is not based on a
thcéretical model of job growth, but rather the actual experiences of other states that have
modified their apportionment formulae from 1978 to 1995. Nevertheless, the past does
not always predict the future, in part because circumstances can change over time. For
example, Wisconsin’s unemployment rate is currently at one of its lowest levels in
decades and many Wisconsin businesses are experiencing a shortage of skilled labor.17
This robust job market may limit the ability of a single factor sales formula to impact job
growth, at least in the short-run. '

This study also predicts that 2 single factor sales formula will raise an additional
$51 million in individual income tax revenues per year. All revenue estimates should be
approached with a degree of caution, however.18 It is simply not possible to know with
certainty how much revenue will be raised or lost by adopting a single factor sales
formula. For example, increasing the weight placed on the sales factor may lead to
cofﬁoiate income tax revenue losses. In fact, based on a static ﬁi@)del of revenue-
estimation (which assumes that economic growth is unaffected by the law change), a
1994 Wisconsin Department of Revenue study estimated that the adoption of a single
factor sales formula would result in an annual loss of $22 million in corporate tax
revenues. 19 However, any estimate of the corporate tax revenue losses caused by the
adoption of single factor sales apportionment needs to be balanced against the gains in

individual tax revenue from job creation, which are estimated to be up to $51 million.

17 Bureau of Labor Statistics, Local Area Unemplovment Statistics, 1998.

18 Aperbach, “Dynamic Revenue Estimation,” Journal of Economic Perspectives, Winter
1996.

19 Division of Research and Analysis, Wisconsin Department of Revenue, Background Paper
on Corporate Apportionment Formula, November 10, 1994.
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The Fairness Issue

Some Businesses Will Experience Tax Increases

Any change in tax policy typically creates both winners and losers, particularly in
the short run. A single factor sales apportionment formula is no exception. The winners
will be companies with large amounts of property and payroll in Wisconsin but with sales
nationwide. They will experience substantial reductions in their Wisconsin incorne tax
liabilities. The losers will be companies that have substantial sales in Wisconsin but
- which have the majority of their employment and investment located out-of-state. They
will end up paying more Wisconsin income taxes. In a 1994 Department of Revenue
study (see footnote 19), it was estimated that while a single factor sales formula would
reduce the taxes of approximately 1,800 corpo‘r.ations nearly 3,000 corporations would
see their taxes mcrease According to this study, industries that would benefit the most
include manufacturers of food, paper, chemicals, fabricated metal products, and
electronic instruments, as well as wholesale and retail traders. Industries that would
experience tax increases include construction companies, tobacco and petroleum
manufacturers, and various service industries. The negative imnpact of a single factor
saies formula on seiected busmesses and mdusmes may razse concerns about ﬂle fairness

of ﬂns ‘proposed tax iaw change.
Most Small Businesses Will Not Be Affected

It is likely that a relatively small number of corporations with large amounts of
property and payroll in-state will benefit disproportionately from the adoption of a single
factor sales formula. In contrast, most of Wisconsin’s small businesses will not be
affected by a change in apportionment formulae. Two factors explain this discrepancy.
First, the activities of Wisconsin’s small businesses typically do not extend beyond the
state’s borders. As a result, they do not apportion their income for tax purposes. Second,
a relatively small number of large corporations pay the lion’s share of Wisconsin
corporate income taxes, and therefore any change in corporate income tax policy will tend
to have a disproportionate effect on these corporations. For example, in 1994 the largest

1 percent of corporate taxpayers (those with Wisconsin taxable income of $1 million or

18



more) paid about $412 million in Wisconsin income taxes, or roughly 78 percent of total
Wisconsin corporate income tax collections in 1994.20 Nevertheless, the disparate effects
of this proposed tax Taw change on large versus small businesses'may also raise equity
concerns.?!

Implementation Issues

Adopting an apportionment formula based solely on sales would significantly
increase the importance of how “sales” are defined, measured and attributed to
Wisconsin. Therefore, the adoption of a single factor sales formula would necessitate a
thorough analysis of the current rules for computing the ratio of in-state sales to sales
¢verywhcrz-: “One exampie is the so-cailed “throw-bac » provision found in current law.
Undex_- this _ru}e, if a Wisconsin-based company sells goods to acustomer located in a state
in which the Wisconsin company is not taxable, 50 percent of those sales are thrown back
into the numerator of the Wisconsin saies factor. Throw-back does not apply if the
customer is located in a foreign country.2? With the increased importance of the sales
factor, lawmakers may wish to consider alternative approaches to throw-back, such as
requiring throw back of 100 percent of a sale or eliminating throw back altogether.

Over the next 23 years, empioyment m the service sector of the Wisconsin
'écoz:mmy is :expected 10 grow faster than manufacturmg emp}oymcnt.23 Therefore, the
adoption ofa single factor sales formula should also prompt 2 re-evaluation of the rules
for attributing sales of services to Wisconsin. Under current law, sales of services are
attributed to Wisconsin to the extent the underlying income-producing activity is
performed in Wisconsin.24 As a consequence, if employee salaries are a significant cost

in providing a service, the computation of the sales factor tends to mimic that of a payroll

20 Wisconsin Legislative Fiscal Bureau, Corporate Income Tax, 1997.

21 As a comparison, when Iilinois enacted its single factor sales apportionment formula, a local
newspaper quoted lilinois state tax officials as stating that while the change would save
about 7,000 Iltinois corporations $217 million in state taxes annually, $60 million of those
savings would go to just five corporations. The State Journal-Register, July 10, 1998,

22 wis. Sec. 71.25(9)(a)-(c)-
23 Division of Research and Analysis, Wisconsin Department of Revenue, Wisconsin Long-
Term Economic Forecast, 1998.
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factor. For this reason, some states, such as Minnesota, attribute sales of services based

on the location of the customer receiving the service rather than the location of the costs

incurred in performing the service.25

Finally, the adoption of a single factor sales formula should also trigger a re-
evaluation of the industry-specific apportionment formulae used by air carriers, motor
carriers, railroads, pipeline companies, finance companies, and public utilities.26 For
example, under current Wisconsin law, interstate banks use a special two-factor formuia'
that includes a gross receipts and a payroll factor. Likewise, interstate motor carriers use
a special two-factor formula that includes a gross receipts and a ton miles factor. If a
single factor sales formula is adopted, lawmakers may wish to extend the concept to
banks, motor carriers, and other industries that are currently required to use specialized

formulae.

24 wis. Sec. 71.25(9)(d).
25 Minn. Sec. 290.191.5()).
26 Wisconsin Admin. Code 2.46, 2.47, 2.475, 2.48, 2.49, and 2.50.
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SUMMARY

This study estimates the impact that switching to a single fa{:tor sales

apportionment formula would have on job creation and tax revenue for Wisconsin. Our
estimates are based on the actual experiences of states that have modified their
apportionment formula over the period 1978 to 1995. The analysis controls for other
factors that can affect employment, such as state trends, changes in national
unemployment rates, and the actions of other states regarding their apportionment

formulae. Our results establish two important facts about state tax policy.

First, we provide evidence that the apportionment formula has a large and
signiﬁcéni ie"ffg_c_'t' on a state’s economy. The payroll weight is a signiﬁcaﬁ{ -detefminant of
state f:mploymcf}t:. We find that reducing the payroll weight from one-guarter to zero
increases manufacturing employment by approxim.ately 2.4 percent for the average state
during the sample period. The same change increases non-manufactﬁring employment
approximately 1.9 percent. Second, we show that these significant employment effects
imply that although increasing the sales weight in a state may lead to corporate income fax
revenue losses, the mcreased empioymcm generates additional individual income tax
_revenue Faﬂmg to cmns;der th;s dynazmc &ffect may resuli na s;gmﬁcam _

underestimation of the revenue aspects of thxs pohcy

Applying these results to the State of Wisconsin, we find that increasing the sales
weight in Wisconsin from 50 percent to 100 percent would have a long-run impact of
increasing manu%acturing employment by about 18,000 jobs and non-manufacturing
employment by as many as 49,000 jobs. These new jobs would have a significant
positive impact on individual income tax revenue for the State of Wisconsin, creating an

estimated $51 million in additional tax revenue per year. Coupled with neighboring

states’ aggressive modification of their own apportionment formulae, these results
underscore the need for the State of Wisconsin to act promptly to remain competitive and

avoid revenue and job losses to other states.
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Table 1
_Descriptive Statistics for State Panel from 1978-93

Variables® Mean Standard deviation
Payroll weight : 0.314 0.047
State payroll burden 0.013 0.004
State corporate tax rate 0.073 0.022
Federal corporate tax rate 0.406 0.058
Ln(national employment) 4.688 0.079
.S’rcite personal income growth rate 0.017 0.022
National unemployment rate 0.069 0.012
Share of national manufacturing 0.023 0.023
Ln{manufacturing employment) 12.432 1.095

o an;o;;_z:_ea:npwem D 14135 ) 095
Ln(real manufacturing wage) _ 333 0.161
Number of Observations 732

* payroll weight is the payroll weight in the apportionment formuia (e.g., 33 percent, 50 percent, or 100 percent}.

State payroll burden is the payrolt weight x (state corporate tax rae)(1 - federal corporate tax rate).
State corporate tax rate 1s the top corporate statutory rate imposed by the state.

Federal corporate tax rate is the lop corporate statutory rate.

Ln{national employment) is the log of national total employment

State personal income growth rate is the state’s growth rate in per capita personal income.
National unemployment rate is the national unemplioyment raie in percent.

Share of national manufacturing is the state's share of national manufacturing employment.
Ln{manufacturing employment) is the log of manufactuting employment.

Ln(total employment) is the log of total employment.

Lnreal manufacturing wage) is the log of the state's real manufacturing wage.
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Comments to Joint Finance Committee
University of Wisconsin-Parkside, Kenosha
April 10, 2001

Chairperson Burke, Chairperson Gard, members of the Committee.

My name is Chip Brewer, and | am Director of Government Relations for S. C.
Johnson & Son, Inc, which has its global headquarters in Racine and which
employs about 3,000 people in Southeastern Wisconsin.

SC Johnson appreciates the gesture of the Committee to visit our area and to hear
the opinions and concerns of all those who will speak today. Senator Plache, we
are particularly grateful for your efforts to bring government closer to the people
and your kind invitation to appear today.

| will limit my remarks to just one issue — “single factor” corporate income tax
reform — a revenue issue of considerable statewide significance, but particularly to
communities fike Kenosha and Racine wh;ch are adjacent to bordering states,
such as lllinois.

SC Johnson very much supports Governor McCallum’s initiative to reform
Wisconsin's corporate income tax, and to adopt the so-called “single factor”
apportionment method. | won't go into the details of this proposal. But | do want
to mention a few reasons why we think this is important, as well as timely.

To do so, I'd like to cite a study of economic impacts of single-factor sales
-apportionment which was undf_s;-_rtaken by the UW—Mflwaukee Schooi of Business

= Administration in 1999.

First, the study concludes adoption of single-factor will have significant positive
effects on employment in Wisconsin, and will create over the long-term an
estimated 18,000 new manufacturing jobs and 49,000 new non-manufacturing
jobs.

Second, the authors note that states bordering Wisconsin have been particularly
aggressive in changing their apportionment formulae to attract new business and
expand economic growth within their borders. lllinois, lowa, Michigan and
Minnesota all weight the sales factor more heavily than Wisconsin, to the benefit of
their in-state companies. The authors conclude that in terms of corporate income
tax, these neighboring states have become a more aftractive place to invest.

Therefore, to help assure continued economic growth and prosperity in Wisconsin,
SC Johnson joins with other companies in the Racine Area Manufacturers and
Commerce (RAMAC) in urging adoption of single-factor apportionment.

Members of the Committee, that concludes my remarks, but | would be pleased to
entertain questions, and to make available to the Committee a copy of the
complete UW-Milwaukee study.



Testimony of UW-Platteville Chancellor David J. Markee
Joint Committee on Finance
April 10, 2001
Kenosha, Wisconsin

Thank you for the opportunity to speak with you today
about how two of our proposed partnerships would help
drive economie growth in Wisconsin.

Fll“St I want to talk Wlth you about our initiative with UW-
Fox Valley to dehver a full undergraduate engineering
degree program in the Fox River Valley.

Although the Fox Valley is Wisconsin’s second largest
industrial region, no undergraduate engineering
program is available there. This initiative would help

o "__-,_...--empleyees advance then: educatzon and career. ..

o 'developmem and would pmvzde Fox Valley business and e

industry with the qualified engineers they need.

UW-Plat_té%kiHe .émd UW-;_FOX Valley, in partnership with
companies in the Fox Valley, would accomplish this with
existing infrastructure, with no new bricks and mortar.

Creating an engineering program from scratch in the Fox
Valley would cost tens of millions of dollars, but an
investment of approximately $500,000 in each year of the
biennium would allow us to leverage existing state and
private resources to provide a steady stream of qualified
engineers in the Fox Valley.



We have already received commitments from
corporations who would provide both direct financial
support and use of their facilities as laboratories.

A needs assessment revealed abundant demand for the
program from both employers and employees. In fact, with
no advertising or promotion, we have already received
more than 200 calls from working adults who are
_iﬁtere:stedﬁ L

| -*-I beheve thxs mltzauve exempllfies the benefits of the UW
System Economic Stimulus Package, and when making
your difficult decisions about this budget, please consider
this initiative not as an expense, but a solution.



JOINT FINANCE COMMITTEE PUBLIC HEARING
ON 2001-03 STATE BUDGET
Tuesday, April 10 - Kenosha

Co-chairs Gard and Burke ... Senator Plache ... committee members ... welcome to Kenosha
and thanks for this opportunity to comment on the state budget proposal, [ am Scott Sharp and 1
work for the City of Racine. I am also chairman of the Street and Highway Workers Advisory
Committee of the American Federation of State, County and Municipal Employees, Council 40.

I'm here to ask for your support on a couple of issues that affect how we deliver services at the
local level.

- The first deals with properly maintaining state highways and supporting a solid transportation
system for local governments. Thave been supportive of our former governor's Corridors 2020
program | because I believe it fosters economic growth and provides mobility for the vast majority
of our citizens. But now that we have enumerated the final segments of that system, I think it's
time to step back and take a look at how we can take better care of what we've built.

Over the last seven budgets, the Legislature has increased the Major Highway Program by 64%
and the State Highway Rehabilitation Program by nearly 50%. These are inflation-adjusted
dollars. At the same time the State Highway Maintenance Program — which funds the county
h;ghway crews that piow and take care of the state highway system — has seen an 8% decrease in
.fundmg That's more miles of h1ghway tb iake care of with fewer doilars

The standard answer is that our county highway crews have more technology at their disposal
and they simply have to become "more efficient.” The truth is that the manpower at the county
level for this fype of yvofk has been cut to the bone ... and that if we become any more efficient
those snowplows will be driving themselves! '

Mobility means more than simply building new highways. It alsoc means keeping them open
throughout the year so our citizens can safely use them. We need increased State Highway
Maintenance funding to make that happen.

And if you're not willing to do that, at least be honest with the citizens and tell them that the state
highways are in poor driving condition because the state is unwilling to pay the counties for
higher service levels under the maintenance contracts. Right now, it's the highway
commissioners and county crews that take the brunt of the criticism for the funding decisions
you make.
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April 9, 2001

Comments to Joint Finance Committee UW.P. ~ April 10, 2001

Dear Chairperson Burke and Members of the Finance Committee:

My name is Roger Caron, President of the Racine Area Manufacturers and Commerce, a business association of
approximately 800 employees representing 35,000 employees.

RAMAC appreciates the time you're investing in coming to the campus of UW-Parkside to hear about our issues
and concerns.

For brevity purposes, RAMAC would like to list our support of the following issues:

I.

o

Adoption of the “single factor” apportionment method for computing Wisconsin Corporate Income
Tax — RAMAC believes that this corporate tax reform would positively benefit Southeastern Wisconsin’s
currently “weak” economic climate by creating new jobs and attract more corporate expansions here in
Wisconsin versus other midwestern states.

Commuter Rail — As a member of the Governor’s Blue Ribbon Committee on Passenger Rail, my support
and RAMAC s support for commuter rail from Kenosha through Racine to Milwaukee is well documented.
RAMAC believes this issue is another extremely important part of our economic future.

Charter School Legislation — Based on experience to date, the only way to get independent charter

“schools open in Wisconsin is through nganﬁ'ﬁg independent chartering authority to public institutions
outside of local schoolboards. The politics of charter school decisions are such that no local board will

likely approve one. It is telling that, while over 400 school boards in the State of Wisconsin have the
authority to charter independent charter schools, not one has done so — the only non-instrumentality charter
school exists in Milwaukee, and has been chartered by the City and the University of Wisconsin. (Also
please see remarks by Carol Barkow, RAMAC’s Director of Education.)

YMCA -~ Continuation of their property tax exemption.

UW-Parkside and Systems Funding - RAMAC believes UW-Parkside should not be forced to cut
programs because of funding shortfalls, UW-Parkside has become an economic “partner” in the overall
economic development of Southeast Wisconsin. The Governor’s budget would cut approximately
$150,000 from its current ongoing initiatives. This budget would forestall the investment they are currently
making to achieve excellence in education, community involvement, and stimulating the new 2Conomy
here in the Racine area.

Thank you for your attention and interest in these matters.

Sincerely,

Roger Caron
President

RACHNE AREA MANUFACTURERS AND COMMERCE

300 5th Strest, Racine, W! 53403
Ph. (2620 634-1937 Fox (262} 6347437
www racinecharsber.com



Budget Overview

+ Revenue estimates: The growth in state revenue is not increasing as quickly as it has
in previous bicnnia. It is unlikely that new revenue estimates will provide legislators
with additional funds to utilize during the state budget debate. This is the first time
many legislators have been faced with tight fiscal conditions.

~ State agencies have been requested 1o cut their budgets by 5%. Portions of many
agency budgets have been exempted from these budget cuts (i.e. local assistance and

“aids to'individuals and organizations). Some agency budget cuts will have a direct’
impact on counties (state public defender’s office).

Budget Stabilization Fund / Tax Relief Fund: The Governor’s budget provides an
autormatic procedure for the transfer of certain revenue to the budget stabilization
fund. If more tax revenue is collected than projected, 50% of the additional tax
revenue must be transferred to the budget stabilization fimd. The Governor’s budget
creates a non-lapsable trust fund titled the tax relicf fund. Revenues to the fund come
from the other 50% of additional tax revenue not placed in the budget stabilization
fund (could be higher if transfer not made to budget stabilization fund if the fund
. balance equals or excecds 5% of the estimated GPR revenues for that fiscal year). .

The Governor created a new personal income tax credit, “the tax relief fund tax
credit”. The credit would be a nonrefundable individual incorne tax credit for the
purpose of returning moneys from the tax relief fund to taxpavers when the fund
cxoeeds $25,000,000. The credit is based on the number of dependents claimed on

stalc income tax forms.

State Spending Limits: The Governor’s budget creates a statutory limit, first cffective
for the 2003-2005 fiscal bicnnium, on the percent by which year-to-year total
appropriations from GPR can increase. The budget provides that for any bichnial



budget penod, the total amotmt appropmted (after certain cmzmcrated exclusmns) in-
s . that biennial period may not exceed the projected percentags increase in, state
. T , persenal income for the next two caiendar years.

~ Tebacce Settlement Révenuﬁs

o Tobacco Sf:tt!ement Sccmuzatmn' Acmrdmg to the Legzsianve Fa,scal Bureau there
are many ways the proposed transaction could be structured. Preliminary information
indicates that the transaction could involve the following elements. Under this

5 - scenario, an estimated $1.26 billion in bonds or other obligations would be issued by

B the Wisconsin Health and Educational Facilities Authorily or by a nonstock, nonprofit

: corporation formed for that purpose. Bond proceeds would be deposited in a

statutory segregated permanent endowment fund,

From the pepmanent endowment fund, $350 million would be transferred to the
general fund to provide increased revenue in the 2001-2003 biennium compared (o
current law. Under this scenario, bond groceeds would also be used to; (a) fund a
debt service reserve of approximately $137 million; (b) pay capitalized interest of
$188 million; (¢) pay $13 million of issuance costs; and (d) deposit $570 million in
the permanent endowment fund for long-term mvestmcnt by the Investment Board.

Once bonds would be issued, debt payments to bondbolders would be the first draw
on the stream of tobacco settlement payments, while the state would retain a right to
any revenues in excess of debt service required for the bond issue. Each year, once
debt service payments on the bonds are paid, the remaining tobacco seftlement
revenue for that year would be transferred to the general fund. After the bonds would
be paid off, all tobacco settlement revenue wonld flow through to the general fund.

' --'Begmmng in 2003- (}4 anmza.’l transfers would be made from the permanent - .

endowment fund to the peneral fund. In'general, these transfers would equal 8 5% of h

-the balance in the fund, plus additional amounts from investments that conld be
designated by the Secretary of Administration.

+ The Govemor s budget affirs the state’s participation in the tobacco settlement

' agreement and would specify that all payments Teceived and to be received by the

state under the tobacco settlement agreement would be property of the state, to be

o used as provided by law, including a sale, assignment, or transfer of the right to
1 receive such payments. No political subdivision of the state, and no officer or agent
of any political subdivision of the state, would be allowed te have or seek to maintain
any claim related to the tobacco settlement agreement or any claim against any party
that was released from liability by the state under the tobacco settlement agréement.

Kettl Commission Recommendations Contained in the Governor’s Budpet

+ The municipal shared revenue reform initiative was included in the Governor’s
budget. Under the proposal, one-quarter of one cent of the state sales tax 1s o be




shared regionally as rci;laé‘éméht' to the 'Ciz‘:ifent per capita payment, The Governor's
budget also restruchires the equalization component of municipal shared revenue to
focus aid on basic services and creates an incentive t¢ limit municipal expenditure
growth.

+ The Goveror's budget requests the Joint Committee on Legislative Organizalion to
~ review the Kettl Commission recornmendations regarding state takeover of certain
hwunan service fumctions (mﬁludmg the child welfare system) and certain criminal

justice funchons.
= WCA believes that full state funding of the court system could be

accomplished dzmng this biennium.

+ The Governor’s budget also requires counties to use shared revenue and mandate
relicf payments to first pay probation and parole hold costs, court expenditures and
youth services costs not otherwise funded by state or federal aid or fees.

=  WCA opposes this provision.

County Spccif‘ ic Items Coptained in the Governor’s Budget

+ Communi ty Aids: The Governor’s budget decreases community alds to counties by
$1.2 million in each year of the biennium (the state did not fill the federal social

services block grant cut).
»  County request: Ask the state to replace the federal funds as well as provide a

3% increase in each year of the biennium.

+ Youth Aids: The Governor’s budget provides no increase to countics in the youth
aids or community intervention program appropriations. The Governor’s budget
increases the rates charged to counties for juveniles placed in the juvenile correctional
institutions by 11% in the first.year of the biennium and 3% in the second year of the
biennium. Additionally, the Governor’s budget also eliminates statutorily set
assessments For care in a child caring institution, group home, foster home, or

treatment foster home.
*  County request: Reduce the daily ratc charged to counties for juveniles placed

in JCIs. Oppose the elimination of statutorily set assessments for aftercare
placements Support increased funding for early intervention services by
requu‘mg the statc to pay for 20% of all out-of-home placement costs and
requiring counties to invest that savings in carly intervention, community-

based services.

¢ Shared Revenue/Mandate Relief: The Governor’s budget provides no increases in the
shared revenue or mandate relief accounts.

¢ Circuit Court Support Grants/Guardian ad Litem Reimbursements: The Governor’s
budget provides no increase in the circuit court support grant apd guardian ad litem

appropriations.



. Intergovcm;nental Transfer Program; The state of Wisconsin is changing the way it

brings intergovernmental transfer program revenue to the state of Wisconsin (wire
transfer program vs. certification of county losses). ‘This change will bring additional
IGT dollass to the state for the next two years. Changes i in federal laws will mean less
IGT revenue to the state in‘two years. The Governor’s budget creates a medical
assistance trust fund to hold IGT dolars to allow payments to be made to the nursing
home industry following the federal law changes. Counties will receive an additional
$40 million in IGT revenues in each year of the biennium. An additional $115
million will be placed in the nursing home formula.
*  County request: Support the creation and maintenance of the MA Trust Fund.
Support the additional payments the county nursing homes and the rest of the

nurs_in_g home industry.

Community Options Prograra: The Governor’s budget did not provide any additional

COF slots to address the growing waiting lists for services in the community for the

frail elderly and the developmentally disabled. Fa_rnily Care implementation was also

set back 'with no new funding for.additional pilots. -

*  County request: Suppoxt additional funding for the COP, CIP and Birth to Three
programs.

Transportation: The Governor’s budget provides a 5.4% increase in General
Transportation Aids m FY 2002 and an additional 0.7% increase in FY 2003. The
Govemnor’s budget also provides a 3.8% increase in FY 02 and a 4.2% increase in FY
03 in the T.ocal Road Improvement Program. Countics received no increase in the
CHIP-D program. The Governor’s budget provides no increases in the combined
Local Bridge Improvement Program and the Transportation Facility Improvement
Ass1stance Program.
- . Coxmty requost: Seek 5% annual increases in the GTA and LRIP programs, as
' wcii as the CHIP-D TLocal Bndge: and STP~Urbzm and STP-Rural programs.

Recycling: The Governor’s budget drastically reduces the amount of money
allocated for grants to responsible units. The Governor’s budget allocates $14 million
in SEG in FY 02 and $13.5 million in FY 03. This represents a $21.3 million cut.



SUMMARY - Department of Employee Trust Funds
2001-2003 Biennial Budget — Governor’s Recommendations

Direct Service Staffing

Critical Customer Service Improvement — Provide funding and permanent
position authority to meet the needs of a growing population of active, inactive
and retired participants. The resources will enable the Department to process
benefit applications and pay benefits to all eligible participants under the WRS
within reasonable customer service response standards. Additional resources
allow the Department’s service response time to decrease, on average, from 12
weeks to 3 weeks and provide services, generally, at the median level of other

comparable public retirement systems.

Reguested: $635,400 SEG in the first year and 3577,900 SEG in the second year
and 13.0 FTE permanent positions. A

-Governor’s Recbmmendation: 5376, 400_SE G in the first year and $311,400
SEG in the second year and 8.0 FTE permanent positions.

Customer Service Call Center — Continue support of the Customer Service Call
Center which provides critical telephony services to our members. Enhanced
technology and permanent positions will enable the Department to meet a goal of
answering 205,000 calls each year. Furthermore, if projections are accurate, the
Call Center will meet its target of answering 80-85% of the inquiries within one
~minute:90% of the time in the first year and answering 85-90% of the inquiries
. within one minute 90% of the time in the second year. “The Call Center includes
“an enhanced interactive voice response (IVR) system with Internet access, :
hardware and software capable of routing calls including the ability to select a
staff person to answer questions, helpdesk and knowledge based software for call
tracking and on-line information to aid call center staff. -

Requested: $663,200 SEG (3357,000 SEG one-time) in the first year and
$367.600 in the second year and 6.5 FTE permanent positions.

Governor’s Recommendation: $308,000 SEG in the first year and $314, 000 "

SEG in the second year (includes funding for ongoing software enhancements and
DOA information technology charges) and 2.0 FTE permanent positions and 4.5

FTE two-year project positions.

Ombudsperson Services - Reduce the growing backlog of health insurance
complaints, meet the workload demands of anticipated complaint increases and
enable quality assurance initiatives to be implemented by the Department. An



1v.

any appeal taking into account relevant factors such as the cost of litigation,
likelihood of success of appeal and actuarial impact on the fund.

Requested: 31.0 million SEG in a new biennial appropriation; $28,600 SEG in
the first year and $38,100 in the second year and 1.0 FTE four-year project

DOSILION.

Governor’s Recommendation: $301,700 SEG in the first year and 423, 000
SEG in the second year to reduce the Department’s appeals backlog over a six-
year period. Recommendation includes funding to contract with the Division of
Hearings and Appeals, provide court reporiter services, contract for additional
hearing examiner services to implement an expedited case process, and obtain
outside legal counsel for appeal representation and for specialized tax services.

Approved statutory language: (1) authorizing the Department Secretary equity
authority to resolve certain appeals, and (2) granting the governing boards the
authority to settle a dispute of an appeal taking into account relevant Jactors such
as the cost of litigation, likelihood of success of appeal and actuarial impact on

the fund.

Other

Electronic Document Management — Contract for services to meet increased
annual workload of processing and imaging daily mail due to the growing
participant population. Resources will allow the Records Management Section to
meet 24-48 hour document turnaround standards to users and provide a quality

assurance function.

Requested: $167,200 SEG in the first year and §199,900 in the second year. .

Governor’s Recommendation: Item not approved.

Business Resumption Planning Contract Services — Contract with a vendor {0
purchase three computer servers and store the servers off-site at the Department of
Administration as part of the Department’s business resumption plan. The back-
up server capacity is necessary in the event a natural or man-made disaster either
destroys the facility or makes it inaccessible to management and staff to perform
critical business functions within 2 to 3 days of a disaster. S

Requested: $22,500 SEG in the first year and 536,300 SEG in the second year.

Governor’s Recommendation: Item not approved.




MICAH CUSH

WISDOM PRESENTATION TO THE
STATE BUDGET HEARING
Tuesday, April 10", 2001
Kenosha, W1

PROGRAM

Press Conference
9:30am
Opening Prayer
WISDOM s Position
Q&A
Closing Statements .

HEARING PRESENTATION
11 AM-1 PM

WISDOM s Position by The Rev, Mark Taramiilo
Community Learning Centers by Karen Kinsman
AODA Presentation by Connie Moibeck
School Funding Presentation by Lydia McCoy
Student Perspective by Charles Helm

During the Hearing we will have a meeting with Senator Brian Burke.
Packets are gomg to be provided to the media and all the members of the Joni
Finance Committee.

Several People will be delegated to stay at the Hearing until 5 pm so that we get
mnformed of other funding issues that were addressed.

2000 Domanik Dr., Racine, W1
262-633-8348 Fax 262-633-8351
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I am the Reverend Mark Jaramillo, vice president of the faith based social justice organization known as CUSH
in Kenosha. This morning I officially speak for 90 congregations, of 14 religious denominations, from throughout
southeastern Wisconsin, known as the organization of “Wisdom.” an organization made up of CUSH
Congregations United to serve Humanity, MICAH Milwaukee Inner city Congregations allied for Hope, HOSEA

Hope Offered thru Shared Ecumenical Action in South Milwaukee, and RIC Racine interfaith Coalition.

Not to long ago, [ receive_d a tear filled phone call from a person in distress. We'll call her Mary. All Mary could
get out on the phone was the statement “I need someone to help me.” Without hesitation, I sped to where she
was uncertain of what 1 would find. Upon entering her home I found myself faced with a woman who had been
beaten so badly that her eyes where swollen shut and her lips busted wide open. All Mary could say, was “T can’t

- take it anymore.” Never had I felt such a horrific sensation of pain and hopelessness in the pit of my stomach

. than I experienced that day, until I read this Thompson/McCallum’s Budget. And I am here to say today that we

i “We can’t take it anymore ” This budget is a direct assault to the body and soul of every person here in
“Wisconsin, bloodying the hopes of people who want 1o have a decent life for themselves and for their children.
We at “Wisdom” are outraged at the abuse this budget will deliver to the people of Wisconsin and therefor it

cannot be passed as it 15 now,

Our schools are being forced to make dramatic cuts in many key and vital areas, leading to increased class sizes,
-cutback& i musac and art pregrams loss of parapmfessmnal staﬁT and more. Dlstncts throughout the stateare .
o suff‘ermg as revenue hmﬁs cannot keep pace with the real cost of educatzen ThlS must stop Each education -
doliar lost in this budget, means we lose essential programs. Among the programs at risk are the CLC after
~schools programs, offering tutoring and classes in creativity, and the SAGE program, where smaller classrooms
o auw children to receive the individual attention they need and deserve. Ade:juaté funding of these and similar
programs is essential for our children’s intellectual, personal and emotional development. Without proper
funding for education: what lies ahead? A bleak future of children, abused through the lack of an opportunity for
decent education, creating a whole generation of children who have been stunted in their development. So 1 say,
we cannot support this abusive budget that will at the very least produce generations that are not prepared to

lead the future of our communities.

There is also the issue of community aid. Funds for programs that will help build healthy foundations within our
neighborhoods are being lost do to funds that have been frozen, or even worse, cut. Cuts have been made to our
mentoring programs handicapping many children in discovering their true potential. Cuts have been made to
programs that provide decent care for the elderly and the disabled depriving them the most basic of human

freedoms: the night to live with dignity. Programs such as these, are being cut, are being crushed and discarded



in order to make room for more prisons.

For the past two-years General Public Revenue has increased the Corrections funding by 13.9%, where the rest
of the state government has only received an increase of 6.3%. There have been three new prisons; one new
“secure detention facility,” and two expansions on existing facilities. But, don’t be fooled into thinking that this is
a great effort to help create a better prison system. Since 1989 the corrections budget has grown 11.5% per year.
vet there has been no increase in prison health-care staffing, except to service new prisons. Further proof of the

.. systems failure i1s their denial to fund testing for hepatitis C in prisons, taking away the basic human need to live

in a healthy environment. Accountability for crimes is appropriate, but destroying the human spirit is not.

- 1 ask you now, do not simply invest in prisons as a place to put children who did not have an opportunity for a
life giving eéu_catjion; 'b{;t invest in the children themselves. For when there is a deadly disease in our midst, we do

‘not start by building cemeteries, we look for the cures.

As our elected servants. [ ask you to look at yourselves and your values and ask yourselves, how much you
believe in providing the basic necessities for the future of all of the people of Wisconsin, both young and old. For
Mary, who I mitially started this speech with, it took a complete restructuring of her life to remove the abuse.
That is what we at “Wisdom™ are calling upon you, as our elected servants, to do with this budget. Restructure
. _.the budget S0 that our. educanen our commumnes and our przse:;ns may work to create a stronger and greater :
S ce:zmmmmty Restructure the budget 50 that the b}atam abuse to human life that is thrs ThcmpsonchCaﬂum s

Budget will not be allowed to strike the people of Wisconsin.

“Wisdom™ believes that the Thompson/McCallum budget
is an attack on the people of Wisconsin.
We at “Wisdom” are willing to help you create a just budget.
Today we call on all of vou to create a budget that will provide support

for the programs and the education that will help keep Wisconsin alive and well.
Thank you

WISDOM, Inc.
2000 Domanik Dr.
Racine, W1 53404



Budget Hearing April 10, 2001

My name 1s Karen Kinsman and I am a member of the Executive board of CUSH,
a faith-based, social-action group. CUSH stands for Congregations United to Serve
Humanity. We are part of a collaboration of four South Eastern Wisconsin faith-based
groups that make up “Wisdom”. We are, MICAH , HOSEA _ RIC . and CUSH _

Many people of Wisconsin are upset by_ the new state budget. It is widely believed
that'thz’s'budge.t.is Goérémcr' Thémpﬁﬁn’s -If.'this is 50, we think it is time to shred this

old budget and have Gnverncr Scott McCuiium start again—this time with a budget that

cares about our chﬂdren*

CUSH found an interest in Lincoln and Washington Middle School’s 21 century

Community Learning ._C_enters, or CLCs about a year ago. Within the time covered by the

_ Wzsconsm 2001-2003 blenmai budget cycie fundmg far 74 CLC$ wﬁl explre Of these L

" .74 CLCs 19 sites are in Mﬂwaukee seven are in Frankim two are in Kenc}sha and SIX
are in Racme Eleven CLCs iz_l Milwaukee, one in Racine and two in Kenosha will lose
funding thi.s. J une

The CLCs have proven effective by providing safe alternatives to drugs, gangs and other

destructive activities. These vital programs are in danger of being cut because the federal grants

will soon expire.

Why Do We Need CLCs?

* They provide a safe place for children and youth to go after school.



* And improve student achievement in math, reading and other subjects.
Better school attendance, and graduation rates,

¢ CLCs help reduce juvenile crime rates, and help to prevent victimization
during high crime hours between 2-8pm,creating safer neighborhoods.

® Adults in the neighborhood may be able to learn English as 2 Second
Language or beginning computer skills at local CLCs.

® And increase the use of school facilities to make them a vital part of the
neighborhood.whﬂe school is not in éession.

So what is the Solution?

The cost to sustain the operation of the 74 CLCs for two years i1s $11 million.
WISDOM calls upon the state legislature and the Governor to use funds from outside the
reguiar 20{)}~2003 Educatten budget In addition to this, a blpamsan taskforce that
B mc]udes Educanon Rehgleus Busmess and Cemmumty Ieaders she‘uld be established to
design a pian that permanently funds current and future Wisconsin CLCs. Finally,
WISDOM calls upon the federal legislators to support Congressman Tom Barrett’s
legislation HR 419, which extends funding for CLCs from three to five years.

In a tight budget, we are currently investing in ballparks, museums, historical
societies, and prisons while squeezing the life and future out of our public schools. We
must establish our priorities, and find the money to support the CLCs and our

communities,



FOR IMMEDIATE RELEASE!!!!!
Contact: Karen Kinsman (262) 657-6588

IT'S OUR MONEY $$3$$$$
Join WISDOM and our affiliates
CUSH, RIC HOSEA and MICAH

FOR A PRESS CONFERENCE
Tuesday, April 10, 2001
FRIIRE 9:30 a.m.
UW Parksnde Unw:a Theatre
Legislative Joint Finance Committee
Public Hearing on the State Budget

We will send a message that we will not tolerate
Governor (Thompson) McCallum's budget proposal that
increase spending by millions of dollars for prisons and

o stadxums, as it fails to fund needed programs for schools, drug

‘treatment, youth programs and help for the needy.

B - It's our tax $$§
CUSH, RIC MICAH JHOSEA and WISDOM will demand
that our elected officials introduce a responsible budget for
Wisconsin!!

Sponsored by:

“ DEMONSTRATING GOD'S WISODOM
TO THE POWERS AND mmm

MICAH HOSEA WISBOM RIC CUSH
414-449-0805 414-486-1718 262-633-8346 262-635-9532 262-564-8223




“ DEMONSTRATING GOD'S WISDOM
70 THE POWERS AND PRINCIPALITIES..."”
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WISDOM Calls for Reform of School Funding

As members of WISDOM (an organization comprised of 90 congregations, of 14 religious

denominations, from throughout southeastern Wisconsin), we are saddened and angered by the

crisis of funding for our public schools. Just a few of the many alarming facts are;

» Milwaukee Public Schools needed to make $32 million in budget cuts in the 2000-01 school

- year, and projects a need to-cut a similar amount in 2001-02.

* Racine schools have had to cut $23 million fom their budgets since 1994, and anticipate a
further $3 million shortfall for 2001-02

* In 1999, students and parents in New Berlin protested cuts in technology education, business
and social studies classes made necessary by cap-imposed budget shortfalls

Schools have been forced to make dramatic cuts in many areas, leading to increased class sizes,
cutbacks in music and art programs, loss of paraprofessional staff, and more. Districts throughout
the state are suffering as revenue limits cannot keep pace with the real cost of education. Simply,
the system is not working, A new system must be devised to gnarantee adequate, eqmitable
access to resources for children in every district in the state.

Even as we work towazd a just long-term solution to the crisis of education funding, some steps
must be taken immediately o prevent catastrophic budget shortfalls in 2001-02. There are
many viable proposals for this. We offer a few:

1. Fund Special Education at 64%

Costs for Special Education have risen dramatically, as the level of state reimbursement has
remained static. The State of Wisconsin must return to providing 64% of the cost of Special
Education, to ensure adequate services to our most vulnersble children, without taking resources
away from other educational programs. This must be provided outside of the spending limits.

2. Inclade 3 and 4 year-olds in student count :

The state should include all three and four year-olds as full-time equivalent students for purposes
of aid and revenue caps. Positive early learning experiences pave the way for future success,

3, The 1% Solution

Local school boards must be given the authority to exceed the state-imposed reverme limits byat
least 1% without the need to call for a referendum.

4. Create Exemptions for Security and Building Maintenance

Our schools must not be asked to choose between safety and quality education.

Our Governor and our State legislature must act immediately, before the crisis worsens. Our
children’s education cannot endure another round of budget cuts, ‘We call upon our legislators to
demonstrate leadership and courage and to act responsibly toward our next generation of leaders

and taxpayers.



WISDOM Cails for 21% Century Community Learning Ceaters Fanding

History: The 21* Century Community Learning Centers (CLC) is a 3-year federal grant to public
schools to operate after school programs. The CLCs provide expanded learning opportunities,
social service, cultural and recreational activities outside of the regular school hours in a safe,

supervised and drug fee environment.

Within the time covered by the Wisconsin 2001-2003 biennial budget cycle funding for 74 CLCs,
which serve 26,177 youth and adults, will expire. Of these 74 CLCs, 19 sites are in Milwaukee, 7
are in Franklin, 2 are in Kenosha and 6 are in Racine, 11 ofthe CLC’s in Milwaukee, 1in Racine

and 2 in Kenosha will lose their funding in June 2001.

The CLCs have proven very effective in serving the needs of our youth by providing safe
alternatives to drugs, gangs and other high risk or destructive activities. These vital programs,
which must be preserved, are in danger of being cut because the federal grants will soon expire.

Benefits: National studies and surveys point ccnsistenﬂy to the benefits and success of CLC
programs for youth and the larger community. CLCs provide a safe, supervised and positive
environment for youth. CLCs are a vital community asset, which we must preserve as:

50% of all juvenile crime is committed between the hours of 2-8pm on workdays. (Dept. of
Justice) '

Students in after school programs exhibit fewer behavioral problems, better ability to
handle conflicts and improved self-confidence. (Safe and Smart: Making the Afterschool Hours Work
for Kids, U.S, Dept. of Ecucation and 118, Dept, of Justice, 1998)

Students who spend no time in extracurricular activities are 49% more likely to have used
drugs and 37% more likely to become teen parents than those students who spend one to
four hours per week in extracurricular activities. (Adolescent Time Use, Risky Behaviorand
Outcomes: An Analysis of National Data, U.S. Dept. of Health and Human Services, 1995)

Students in after school programs show better achievement in math reading and other
subjects. (Child Development 65, 1994: 440-456, Posner and Vandell)

Selution: The cost to sustain the operation of the 74 CLCs for two years is $11million, therefore:

WISDOM calls upon the state legislature and the Governor to appropriate $11million from the
2001-2003 state budget to fund the 74 CLCs.

WISDOM calls upon the state legislature and the Governor to appropriate these funds from
outside the regular 2001-2003 education budget.

WISDOM calls upon the state legislature and Governor to establish a bipartisan taskforce that
includes Education, Religious, Business and Community leaders to design a plan that permanently
funds current and future Wisconsin CLCs.

WISDOM calls upon the federal legislators to support Congressman Tom Barrett’s legislation HR
419, which extends funding for CLC from three to five years.

WISDOM is a collaboration of four congregation-based organizations: MICAH (Milwaukee),
HOSEA (southern Milwaukee County), RIC (Racine) and CUSH (Kenosha). For more
information, call (414) 449-0805 or (262) 633-8346, fax (262) 633-8351, or e-mail

WISDOMOO@milwpe.com,



“ DEMONSTRATING 600'S WISDOM
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MICAH HOSEA RIC CUSH

ALCOHOL & OTHER DRUG ADDICTIONS (AODA)

Through the process of issue selection by the WISDOM Core Team Congress, the second issue that
WISDOM has chosen to move forward from the local level and into a regional campaign is Alcohol
and Other Drug Addictions (AODA). Over the past several years Racine Interfaith Coalition (RIC)
and MICAH have sought ways to address AODA problems in their individual territories.

5 In 1998 RIC supported funding for  intensive treatment program for inmates of the Racine

County Jail.
» RIC was successful in reducing the concentration of liquor establishments that attracted crime

and other drug-related activities.

> In 1996, MICAH was successful in stopping the reduction of funds for AODA treatment in the
Milwaukee County budget and through the pray-in the funding is being restored.

> In 1999, MICAH was successful in securing 10 mﬂhon doiiaxs in the s&:te budget for AODA

treatment m leaukee Couaty

AODA issues continue io be a major concern in the hearts and minds of our cansumency ACDA
treatment and related recovery programs are often the last stop for many people in their efforts to re-
enter society. The people most affected by this problem are the poor, uninsured, and low-income
residents of our communities, due to the unjust negligence and injustice of our socio-economic
system. Due to lack of funding, there are not enough treatment facilities, and existing programs are
limited. As a resuit, we continue to face:

Extensive waiting lists for treatment

Decreased number of available beds

Lack of a comprehensive strategy and facilities to deal with families

Increase in the number of drug-related crimes and arrests and ultimately an increase in the ever-
growing prison population thus criminalizing drug addiction.

The loss of productive lives and countless other negative effects that continue to tmp thousands

in a cycle of hopelessness and despair.

¥V ¥YVVYvV¥Y

The leaders of WISDOM believe that AODA funding will continue to be of concern, until society
changes the way we view victims of AODA. We believe that alcobol and other drug addictions are
an iliness and should be treated as such. We know that AODA activities are directly related to
criminal activities and to the rise in prison populations. Treatment that is accessible and
comprehensive is far more cost effective that the conventional approaches to dealing with victims of
AODA. The absence of treatment often puts people on to crime, incarceration , and the outer

fringes of our societies.



With this in mind, WISDOM will direct the AODA campaign to address the following:

> Reduction of the prison population by creating opportunities for treatment rather than
incarceration. Many AODA suffers commit crimes, often non-violent in nature, to support their
addiction or to gain access to inmate treatment programs. Remanding non-violent offenders to
treatment will reduce not only the prison population but save the state millions of dollars.
Making AODA treatment available to all those in need. Effective AODA. treatment is needed to
rebuild a life of stability after being trapped in the cycle of addiction, .

v

The immediate goal of the WISDOM AODA Regional Task-force is to secure state funding to
address AODA treatment for residents of the entire state. The state has proposed in its 2001-2002
budget not to award 10 million to Milwaukee County but to provide the 10 million to the entire
state. THIS IS UNACCEPTABLE. If funding is to be expanded to the entire state then the funding
will have to be increased as well, ~

WISDOM DEMANDS!

> $20 million dollars to be included in the state budget for AODA treatment for the entire state of
Wisconsin,



My name is Connie Molbeck. | am chair of the Sacred Ground campaign
of Racine Interfaith Coalition (RIC), which is attempting to establish a drug free
zone in the space between 6 of our congregations. | am also a veteran
teacher of 32 years. _

When | read the details of this budget, | find myself asking some
gquestions:

What vested interest do legisiators have in increasing our prison
population? What benefits are you getting from the fastest growing industry and
employer in the state?

Prison spending has grown 11.5% a year each vear since 1989, a
phenomenal rate of growth, esp. during a period when funding for education, -
AODA, and many human services has been curtailed. ,

Since the average prisoner reads at a 3rd grade reading level, it would
appear that the revenue caps on public education would be for the explicit
purpose of increasing the failure rate in public schools, and therefore filling up
your fancy new prisons.

And we all know... at least those of us on THIS side of the table know...
that drug related crimes account for the the biggest increase in prison
population. Besides drug possession and sales, we know many burglaries
and robberies, violent deaths, traffic fatalities, as well as homelessness, and
broken families are the result of addiction.

it would seem logical, then to fund the drug problem at its root cause:
addiction. But this government is not that logical. Last year, Milwaukee had $10

million for drug and alcohol treatment, far below what was needed.



This year, that 10 million will be spread statewide, cutting many successtul
Milwaukee programs.. WISDOM is asking this legisiature for $20 million for
AODA. This would maintain Milwaukee's current level of funding, and aliow
$10 million more for other communities such as Racine and Kenosha to initiate
programs.

Treatment facilities for the uninsured and under insured have long
waiting fines. While people wait, jobs are lost, families are destroyéd, and
crimes are committed.  Many people who work full time have no health -
insurance to cover tfeatmem,

The cost of an average treatment program is far below cost of
incarceration, therefore investing in treatment would save taxpayer money,
and create useful citizens rather than convinced felons.

Who is benefiting from the phenomenal increase in prison spending? It
is certainly not US the taxpayers. It is most certainly not the children whose
public school programs have been cut to pay forit. it is obviously not the
prisoners thehésé%vés.' |

It must therefore be the governor and ieg'islators. because, If no
one is better off, why would we have this phenomenal growth in prison
spending at the expense of the very programs which could keep peopie

out of prison? it just doesn’t make any sense.



TESTIMONY FOR JOINT FINANCE COMMITTEE HEARING
April 10, 2001
University of Wisconsin, Parkside

Good morning. My name is Lydia McCoy. I am a member of the Education
Committee of WISDOM. WISDOM is an organization made up of 92
congregations, of 14 different religious denominations, from throughout
southeastern Wisconsin.

I am here today to speak to you about the matter of school funding. As you
know, our public schools are in terrible trouble. The system is very unfair.
When spending caps were imposed, they guaranteed that some districts
would have much more money to spend on their students than others. Now,
the spending caps are slowly eating away at public schools everywhere.

The most serious issue of education funding has to do with Special

Education. The state has consistently allowed its share of funding for

special needs kids to drop and drop. So, a much larger share of the burden is

falling to local school districts. We have to spend more and more on special

education at exactly the same time you tell us we can’t spend more money.

 The state has been so irresponsible in this area thatitisa nnracle that our
public schools function at all. - - S

At a community meeting we sponsored last summer, the mother of a special
needs child actually came to apologize to the other parents. She knew that
the school had to cut programs for other children so that her child could be
served. That’s what this funding system has done! You have turned people
against each other as they fight over who will be hurt the most by the deficits

created by the state spending caps.

Last May, when the Milwaukee School Board met to decide on the budget
with a $32 million deficit created by the state funding formula, I watched a
very sad scene. I watched programs for teen moms pitted against art classes,
and I watched both of them pitted against programs for children with special
needs. I cannot believe that our state government really wants budgets to be
balanced by making the most vulnerable of our people have to fight each

other.



In the last budget, the state did one very good thing for schools. You
increased the size of the SAGE program, which is a wonderful program that
shows real, positive results. Now, Governor McCallum wants to cut THAT
back, too. Please don’t let him.

WISDOM, like a lot of other groups, has given you a position paper, in
which we outline some of our biggest concerns. The best thing you can do
right now is to agree to meet your 63% obligation for the cost of Special
Education. And, don’t take it from another part of the education budget.

How are you going to pay for it? I’m not sure. It’s too late to tell you that
you shouldn’t have been in such a hurry to give money away last year when
. you had it. Maybe we can live with less new prisons for the next two years.
Maybe the Historical Society can wait. Maybe taxpayers would be willing
to pay a little more in order to have excellent schools again — school
referendums just won in some very conservative districts.

We, members of WISDOM, look to you to show leadership and to show that
you have your priorities in order. It sounds like you are going to have to
practically start from scratch with this budget. START with public schools.



